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Heterogeneous Preference for Wealth and
Asset Pricing

YANBIN CHEN YE’AN ZHOU
(Renmin University of China)

Abstract In the representative investor’s economy, Bakshi and Chen (1996) propose a
capital asset pricing model based on the preference for wealth. This paper examines the effect
of preference for wealth on asset prices in an economy with heterogeneous investors. If the
price of the risky asset follows the geometric Brownian motion. the asset market exhibits the
separation of two funds. We prove that the CAPM for the risky fund, and find that the

CAPM based on preferences for wealth holds true when the pricing kernel consists of individ-
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ual investors’ optimal consumption and wealth. However, we find that the CAPM based on
the preference for wealth cannot hold true when the pricing kernel consists of the aggregate
consumption and aggregate wealth. That is, the Breeden’s (1979) CCAPM cannot be ex-
tended into asset pricing based on preferences for wealth in an economy with heterogeneous
investors.
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